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Mr. Chairman and Members of the Subcommittee:

My nameis Jay Thomas. | currently serve on the law faculty of the Georgetown Universty. | am
honored to have the opportunity to testify at this hearinginmy individua capacity, as aconcerned observer
of the patent system.

This subcommittee deserves congratulations for its perseverancein its efforts to reform the legd
regime that is widely regarded as America s engine of innovation. Many of the provisons of H.R. 2795
have been the subject of serious discusson since the publication of the Report of the Presdent’s
Commissiononthe Patent System—whichwasissued in 1966 at the request of the Johnsonadminigration.
Y our leadership in advancing these reforms has been remarkable, and we remain confident that you will
achieve ahill that will baance the interests of patent owners, innovative industry, and the public dike.

|. Apportionment of Damages

Pending legidation would address the award of damages where the patented invention forms but
one component of the infringer’s larger commercid product or process. Section 6 of both the July 26,
2005, substitute to H.R. 2795, aswell as the proposa of September 1%, are directed towards perceived
concerns about overly generous damages awardsinthis context. Generaly spesking, they both cdl for the
apportionment of infringement damages in a manner that takes into account the infringer’s own
contributions. The proposed language derivesin part from the seminal 1970 opinion of the federd digtrict
court in Georgia-Pacific Corp. v. United States Plywood Corp.,* which has in turn been frequently
relied upon by the Federa Circuit.?

1318 F. Supp. 1116 (S.D.N.Y. 1970).

See, e.g., Imonex Sarvs,, Inc. v. W.H. Munzprufer Dietmar Trenner GmbH, 408 F.3d 1374
(Fed. Cir. 2005).



Given that this genera concept of gpportionment has been part of the patent law for at least 35
years, one might wonder about the controversy this portion of the bill has engendered. Therationde for
this provison appears to be concerns over the potentia for overly generous awards of damages based
upon so-caled system clams.  Allow me to provide a smple, and somewhat exaggerated example
illugrating this concern. Theinventorsof animproved rear view mirror may draft aclam that sets out the
vaious components of their mirror. But they may dso draft a dlam towards an automobile that
incorporates that rear view mirror. Under established law, if an automobile manufacturer infringesthe rear
view mirror patent, an award of damages based upon the purchase price of the entire automobile is
inappropriate. The precise damages determination, however, isonethat is necessarily subject to case-by-
case consideration.®

Withgpportionment aready asettled part of the patent law, and indeed anestablished part of alied
disciplines such as the copyright law as well,* a codification of this principle does not likdy qudify as a
centerpiece of thislegidation. One option that the subcommittee may believe to be most appropriate is
amply not to spesk to thisissue within this legidative package.

Should this subcommittee believe thet legidative reform is agppropriate, dlow me to make a few
observations concerning Section 6 of the July 26, 2005, substitute to H.R. 2795. That provision in part
requires a court to assess “the portion of the realizable vaue that should be credited to the inventive
contribution as digtinguished from” other factors. The required assessment of the “inventive contribution”
of apatented combination—ather than an andyssfounded uponthe words of the daims themsdves-would
arguably mark a notable change in U.S. patent law. Asthe Federa Circuit recently stated:

It iswdl settled that “thereis no legaly recognizable or protected ‘essentid’ dement, gist
or ‘heart’ of the invention in a combination patent.” Reather, “‘[t]he invention’ is defined
by the daims.™

The subcommittee may wish to consider whether gpportionment, which is a discrete problem arising ina
limited set of cases, merits what might congtitute a substantial change to the patent law. Notably, the
September 1% proposa diminates the hill’ s reference to an “inventive contribution.”

The July 26, 2005, subgtitute to H.R. 2795 adso refers to “combination patents” The
subcommittee should be awarethat this phrase is atermof art inthe patent law. Older caselaw in essence
used this term as a pejorative, to suggest that such a patent damed an invention that was merdly a

3See ROGER E. SCHECHTER & JOHN R. THOMAS, PRINCIPLES OF PATENT LAW § 9.2.2.3 (2d
ed. 2004).

“See, e.g., Frank Music Corp. v. MGM, 886 F.2d 1545 (9" Cir. 1989).
°Allen Eng' g Corp. v. Bartell Indus,, Inc., 299 F.3d 1336, 1345 (Fed. Cir. 2002).
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collection of parts that have been cobbled together, and was thus of dubious vdidity.® As the Court of
Appedsfor the Federd Circuit has more recently explained:

Virtualy all patents are “combination patents,” if by that label one intends to describe
patents having dams to inventions formed of acombination of dements. It isdifficult to
visudize, a least in the mechanica-dructurd arts, a“non-combination” invention, i.e., an
invention condgting of asingle eement. Such inventions, if they exigt, are rare indeed.”

The subcommittee may wish to recognize the history behind the term “combination patent” in deciding
whether to employ in within the context of this legidative reform package.

Findly, both the language of the July 26, 2005, substitute to H.R. 2795, as well as the proposal
of September 1st, expresdy apply only to anaward of a reasonable royalty. Notably, the courts may also
award damages, in appropriate cases, equad to the logt profits of the patent proprietor. Under the Patent
Act, thereasonabl e royaties methodol ogy is effectively the minimum compensationbase.® Thereason both
proposals are limited to reasonable royalties probably stems from the fact that they derive from the
Georgia-Pacific case, whichunder itsfactswasitsdf limited to reasonable roydties. Thepalicy grounding
for a statutory apportionment provision goplying only to reasonable roydlties is unclear, however. The
subcommittee may wish to consder whether the apportionment rule should apply to both damages
methodol ogies gpplicable under the patent laws.

[lI. Transfersof Venue

New to the more recent versons of H.R. 2795 are provisons directed towards venue in patent
litigation. For policy reasons that remain obscure, Congress has enacted a specialized venue statute for
patent cases. Since the 1990 decision of the Federa Circuit in VE Holding Corp. v. Johnson Gas
Appliance Co.,® this statute has been construed in a liberd fashion. For corporate defendants, at least,
venue is effectively conterminous withpersonal jurisdiction.’® The result isagrest ded of flexibility, to say
the leadt, for patent plaintiffsin sdecting aforum for litigation.

Apparently animated by concerns over forum shopping, Section 9 of H.R. 2795 would provide

°Great A& P Tea Co. v. Supermarket Equip. Corp., 340 U.S. 147 (1950).
"Stratoflex, Inc. v. Aeroquip Corp., 713 F.2d 1530, 1540 (Fed. Cir. 1983).
835 U.S.C. § 284.

9917 F.2d 1574 (Fed. Cir. 1990).

0SCHECHTER & THOMAS, § 10.1.3.



more restrictive venue provisions. The September 1% proposa would ingtead stipulate standards for
transfer of venue to a more appropriate forum.

A few observations about these competing approaches, each of which has its merits, may be
appropriate. Firgt, the existence of the Court of Appedsfor the Federa Circuit limitsthe impact of forum
shopping inpatent cases. Forum shopping does not involvethe search for the morefavorable of dternative
interpretations of the patent law, but rather different levels of judicid expertise, aswell as distinct docket
management systems that imply a different pace of litigation. As aresult, theimpact of forum shopping is
diminished in comparison to many other fields of law.

Hexibility in forum selection may well have contributed to the concentration of patent litigation in
ahandful of didricts. Thistrend has dlowed “thought leaders’ to develop among members of the federa
bench—distinguished juristsswho have heard morethanther share of patent cases. In addition to providing
experienced fora for the resolution of patent disputes, these trid jurists enrich our bar and provide
perspectives that might otherwise be lacking in law and policy debates. The potentid impact of any
proposed legidation upon this development should be considered.

Findly, one of the mgor themesof H.R. 2795 isthe desireto decrease the costs and complexities
of patent litigation. Deletion of the best mode requirement, and limitations upon the doctrines of inequitable
conduct and willful infringement, are among those provisions that would lend more focus to patent trials.
The September 1% proposal, whichprovides standards for transfer of venue, isarguably not inkeeping with
the remainder of the bill, which generaly limits resource-intensive satellite determinations in patent cases.
This subcommittee may wish to get to the bottom of the nature of venue in patent cases, rather than
potentidly add an additiona wrinkle to patent enforcement proceedings.

1. TheGracePeriod

Since 1839, the U.S. patent law has allowed for a one-year grace period. However, becausethe
one-year dateis based upon the actud U.S. filing date,'* that provision has been something of anillusion
to foreign applicants. This meansthat applicants who rely upon grace periods in their home jurisdictions,
and then take advantage of the full period of internationd priority, imperil their U.S. rights.

Recently, U.S. trade negotiators have arguably aggravated this Situation. For example, inthefree
trade agreement negotiated between the United States and Audtrdia, each signatory agreed to provide a
one-year grace period based upon the applicant’s own disclosures.’? Perhaps not mentioned during the
negotiation was that should an Audrdian inventor take advantage of the grace period in his own
jurisdiction, he would dmosgt certainly forfeit any U.S. rights that he might be able to obtain.

135 J.S.C. § 119(a).
12Gee Art. 17.9(9) of the U.S-Austrdia FTA.
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Legd harmonization-through the incentives contemplated by the proposed legidation—s an
important goal. Nonetheless the United States could opt to lead by example, and provide a grace period
based upon the effective, rather than the actua U.S. filing date.

V. Concluson

Let me close by offering afew observations about H.R. 2795. Although the FTC and Nationd
Academies Reports may have served as the foundations for this legidation, it should be noted that (1) many
of the recommendations do not form part of H.R. 2795; and (2) that many of the provisons of H.R. 2795
find no andloginthosereports. The subcommittee may wish to acknowledge these distinctionsinitsreport
accompanying this legidation, and explain why many of the Sgnificant recommendations withinthese reports
did not seethe light of day.

Second, two of the origind provisons of H.R. 2795, relating to injunctions and continuation
goplications, are apparently no longer part of the legidative reformpackage. Whilethey may begone, they
will not beforgotten. On September 9, 2005, the Federa Circuit decided Symbol Technologies, Inc. v.
Lemelson Medical, Education & Research Foundation L.L.P.,* afirming the judgment that a patent
was invaid for prosecution laches. Presently before the Supreme Court on petition for certiorari is eBay,
Inc.v. MercexchangeL.L.C.,**whichquestions the Federal Circuit’ sgenerd rulethat victorious patentees
should be entitled to injunctions in infringement cases. So | wish merdly to warn the subcommittee that
theseissues may potentidly darkenyour door inthe near future, and that the patent community may require
the benefit of your wise judgmentsin future reform efforts.

Again, my thanks to the subcommittee for adlowing me to tetify before you.

3 F3d__ (Fed. Cir. Sept. 9, 2005).
4The Federa Circuit opinion is available at 401 F.3d 1323 (Fed. Cir. 2005).
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